PROSPECTS OF MORE 
INFLATION? 


An NBC Radio Discussion by MEYER KESTNBAUM 
GEORGE MITCHELL and ELI SHAPIRO 


Including 


INFLATION AND THE 
AMERICAN ECONOMY 


Statements by J. Kenneth Galbraith, 
Edward Mason, and Milton Friedman 


(UMBER 752 * AUGUST 24, 1952°> x = 10 cents 
Yearly subscription $3.00 


CONTENTS 


Around the Round Table... 


MEYER KESTNBAUM, president, Hart, Schaffner and Marx; chairman « 


of the Research and Policy Committee of the Committee for Economic 
Development 


GEORGE MITCHELL, vice-president and director of research, Federal : 
Reserve Bank of Chicago; associate economist of the Federal Reserve ~ 
System’s Open Market Cortimittee; formerly director of state finances for 


the State of Illinois 


ELI SHAPIRO, associate professor of economics, School of Business, Uni- ~ 


versity of Chicago; editor of the journal of Business 


INFLATION AND THE AMERICAN ECONOMY-—Selected state- 
ments presented before the Joint Commitiee on the Eco- 
nomic Report of Congress on some basic economic problems 

related to controlling inflation in a defense economy 


I. StaTEMENT BY J. KENNETH GALBRAITH. . . . . . . . AE 
iL STATEMENT BY. Epwarp.Mason. 
III. SrateEMENT By. Mitton FriepMAN . . .. .. .. ~«s—~—i«w:s~i<‘<:;S”:t‘(<S;S:C«*CS; 


: 


THE UNIVERSITY OF CHICAGO ROUND TABLE 


Gerorce E. Prosst, Director 
CaTHErINE D. Jounson, Editor 


963d Broadcast in Cooperation with the National Broadcasting Company 
COPYRIGHT, 1952, THE UNIVERSITY OF CHICAGO 


The Rounp Taste, oldest educational program continuously on the air, is broadcast entire- 
ly without script, although participants meet in advance, prepare a topical outline, and ex- 
change data and views. The opinion of each speaker is his own and in no way involves the 
responsibility of either the University of Chicago or the National Broadcasting Company. 
The supplementary information in this pamphlet has been developed by staff research and 
is not to be considered as representing the opinions of the Round TaBLe speakers. 

The University of Chicago Rounp Tasxe. Published weekly. 10 cents a copy; full-year 
Say 52 issues, three dollars. Published by the University of Chicago, Chicago 37 
Tllinois. Entered as second-class matter January 3, 1939, at the post office at Chi ne 
under the Act of March 3, 1879. fee sia 


What Are the Prospects of 
More Inflation? 


* 


Mr. Suapiro: Newspapers, this past week, have carried headlines 
that consumer prices have reached all-time highs. Wholesale prices have 
recently turned upward. Many people are saying that the settlement of 
the steel strike is going to result in higher prices. These and many other 
bits and pieces of economic data have again turned attention to a revival 
of inflationary pressures. Price Stabilizer Arnall has demanded that 
Congress be reconvened immediately to deal with what he predicts as a 
serious outburst of inflation; others in the Administration say that this 
will not happen. A sharp disagreement has thus resulted over the infla- 
tionary outlook and what should be done about it at this time. What is 
the situation today? Who is right in this Administration squabble? 
Today we propose to have another look at the inflationary potential and 
fo appraise the methods of control thus far used to stem the tide of 
rising prices. Certainly, the issue of inflation promises to be one of the 
most important domestic issues in the coming presidential campaign. 
What are the facts? Let us look at them. 

Mitchell, what do you make of the economic outlook in the near 
future? 


Mr. Mircuert: Things could hardly be better in a real sense. We 
alk about full employment and high employment, and, with the settle- 
ment of the steel strike, that is just about what we have. And that, of 
sourse, means that we are flirting with inflation. But people are em- 
gloyed. They have jobs. Levels of personal income are as high as they 
nave ever been. And the economy is buzzing merrily along. 


Mr. Suariro: Despite your optimism, Mitchell, I hear all around me 
yusinessmen saying that they feel that a serious depression will take 
glace in this country in the next six months. Kestnbaum, you are a 
susinessman. Do you think that we will have a serious slump within 
he next six months? 


Mr. Kestnsaum: I do not think that we are due for a setback in the 
ery near future. One of these days we are bound to have one. We have 
. mixed situation at the present time, but the basic trend is certainly 


1 


. y= “ . : es ERO RT ee Te 


i «4%. 2. 


2 THE UNIVERSITY OF CHICAGO ROUND TABLE 


strong. We may as well recognize the fact that some industries have 
gone through a kind of corrective movement—-my own in particular— 
with the result that the present trend is certainly upward and strong. 
I think that this prospect of a business recession in the near future just 
is not realistic. 

Mr. Mircuert: Businessmen are much more optimistic today than 
they were four or five months ago, are they not? 


Mr. Kestnzaum: They certainly are. They feel that we have gone 
through some of this price liquidation which I have mentioned. The 
trend is now strong. And, of course, we may as well face the fact that, 
in the early stages of an inflationary movement, people feel better; they 
seem to enjoy it. 


Mr. Suapiro: Do you think that there is any political connotation to 
the depression which we find lurking in the minds of the businessman 
in the near future? 


Mr. Kestnsaum: As a businessman I suppose I ought to avoid polit- 
ical observations; but I think that I would be disposed to make two. 
First, there is a general feeling among many businessmen that the pres- 
sures toward the inflationary levels of today are, to some degree, polit- 
ical. There is also the feeling on the part of businessmen that the usual 
depression psychology which accompanies a presidential campaign is 
useful as a political device. But I cannot help feeling, now that we have 
the two candidates we have, that we will see a minimum of this ob- 
servation during the current campaign. 


Mr. Suariro: Before we go on, I think that we ought to reach some 
agreement on what we mean by the term “inflation.” It is one of the 
most widely used and probably most diversely employed terms in econ- 
nomics. I would like to suggest that we use the term “inflation” to mean 
a state of affairs where the total demand for goods and services exceeds 
the total supply at the existing prices. Now, the result of a high-employ- 
ment economy is that additional output is very hard to come by. There- 
fore, in the presence of excess demand we find that a rise in the price 
level results. On the other hand, it is conceivable, even if we did not 
have excess demand, that certain forces on the cost side in industry, such 
as wage rates and material costs, could push up the price of civilian 
goods. I assume that unless you two have any serious objections to this 
definition, this is a workable set of terms for our succeeding discussion. 


Mr. Kestnsaum: Most people would look at inflation in terms which 
you have suggested, although the average man may very well ask two 
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important questions. He may say, first, “What’s going to happen to 
prices?” If they are going up, it is inflation; if they are going down, it 
is deflation. And, secondly, he asks himself, “How about the value of 
my dollar?” If he feels that that is going to decline, he regards that as 
an evidence of inflation. But, basically, I think that we can agree on the 
definition which you have suggested. 


Mr. Mitcueti_: The man in the street is worried about prices, irre- 
spective of your definition; and perhaps he will accept it on faith. 


Mk. Suariro: In view of the fact that you predicted a firmness in the 
economic outlook for the near term, Mitchell, suppose that you review 
in some detail the arguments for this position. 


Mr. Mrrcuetv: I think that we have to get our teeth into a statistic 
here. I suggest that we talk a little bit about the Consumers’ Price 
Index, which is the “cost-of-living index” in popular terminology. This 
index has been moving almost imperceptibly upward for five or six 
months. It “inches up,” you might say. And the last two or three 
months that this has happened, newspapers have been printing stories 
about “Consumers’ Price Index hits all-time high”; “Cost of living 
higher than ever before.” Well, it is higher, but it is only higher in these 
very small fractional dimensions. I think that in the immediate future 
we are going to see more records set. For the next five or six months, 
probably every month will be a new record; so, our listeners can expect 
to see in the newspapers, “Cost of living hits new high” every month for 
some time to come. 


Mr. Kestnpaum: Yes, but is it not true that we must look at this in 
rerms of some other factors which are present? I would like to offer this 
suggestion: Every inflationary movement has certain characteristics 
which are unique; and the present situation is very different from the 
yne which we had after Korea. You will recall that after the invasion 
of Korea our people who had been conditioned by the experience dur- 
ng World War II were afraid of shortages of goods. They were afraid 
of higher prices. There was a great deal of anticipatory buying. There 
was fear on the part of business that we might have price controls, and 
herefore we saw people getting themselves set for price controls. The 
whole psychological impact was very serious, and it was, to a very large 
Jegree, a psychologically motivated inflation. Some of it came about 
yefore real cost increases had taken place. Now, the present situation is 
very different. There is no serious shortage of consumer goods, and 
here is none threatened. Yes, it is true that because of things which 
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have transpired, some of which we may perhaps deplore, we are now 
going to feel the effects, in terms of a gradually rising price level, as this 
works itself through the economy. Naturally, as we get higher costs in 
specific industries, arising from wage demands and increased mate- 
rial costs, we are going to get increased prices. Obviously these indus- 
tries are going to try to absorb some of these costs, but there is likely to 
be a squeeze on profits but inevitably some upward movement of 
prices. 


Mr. Mitcuett: I would concur in that analysis; and I think that we 
can bear it out too if we look at the index itself, this Consumers’ Price 
Index, which we have. You must remember, of course, that the index is 
for a moderate-income family and in a metropolitan area. I would like 
to call attention to its makeup and explain what it means in some detail. 
If we look at the parts of the index, we get a better idea of just what the 
inflation prospects may be and what items are pushing it up and which 
are pulling it down. About half of the commodities in the index are 
comprised of the items of food, apparel, and house furnishings. Now, 
the supply situation, so far as food is concerned, is such that we do not 
anticipate very much change in food prices. The drought made a few 
changes in a few areas. But, by and large, the food supply situation is 
good, and food supplies are going to be adequate. Of course, with a 
rising level of consumer income and more money to spend, food prices 
will be under some pressure all the time. They may edge up a little bit. 
They are stiffening—let us put it that way. In your own business, for 
example, Kestnbaum, the apparel business, you probably have observed 
a great deal of firming-up in prices. I do not know whether you have 
translated these into increases in the price of your suits; but at least in 
the apparel business generally there is a great deal more optimism than 
there was. In the past several months these have been more or less de- 


pressed areas. That is perhaps the understatement of the Rounp TasLe 
so far. 


Mr. Kestnsaum: I would say that that is a very good understate- 
ment. And do not forget that this optimism is a reaction from a rather 
large degree of pessimism which existed only a few months ago. 


Mr. Mircuet: That is right. So, if we look at this whole sector, this 
half of the Consumers’ Price Index, we see a firming-up, a stiffening in 
prices; no marked upward movement, but a stiffening, in contrast to 
weakness in some sectors in the past. 


Let us look at the rest of the index to see what is happening there. 
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‘irst, there is the rent item. With the relaxation of rent controls on a 
rogressive extent to more and more cities, rents are going up. They 
save been going up for over a year. This segment of the price index has 
dged up every single month for a year; and it will continue to edge 
up; and it may more than edge in some communities in the next few 
nonths. Then, finally, there is the miscellaneous category which makes 
up the balance of the index. Here, again, we have the kind of costs— 
transportation costs, medical care, recreation, household operation, a 
vhole miscellaneous group of costs—which only slowly reflect the kind 
f inflation which we had in the war and the immediate postwar period. 

Now, when we add all these items up, we find two sectors of the price 
ndex which are pushing up every single month and have been for a 
rear and the other sectors which have given a little bit, that is, gone 
lown a bit, in the immediate past but which are probably not going to 
sive in the next six months. So, looking at this index as a whole, it is on 
ts way up, but not fast. 


Mr. SHapiro: What you are suggesting in effect is that we can look 
orward to steady increases in the Consumers’ Price Index but nothing 
pectacular. In some senses, it is very unfortunate that the press chooses 
o highlight every increase, every week or month, because it tends to 
listort the extent of price inflation from which we are suffering at the 
resent time. 


Mr. Mircuett: I think that that is right. 


Mr. Suariro: One of the things which does not receive as much 
ttention, it seems to me, as it should is the cost side of this picture. 
We have been led to believe that inflation is characterized primarily by 
n excess of demand. On the other hand, as I have suggested in my 
lefinition, which we think is a workable one, price increases can stem 
Iso from the cost side of the picture. The recent settlement of the steel 
trike clearly is going to increase costs in the steel industry. Much as the 
ndustry may have tried to absorb these increased costs, they will ulti- 
nately be proliferated throughout the economy in the form of higher 
rices. The terms of the settlement of the steel strike seem to me to be 
ne of the most unfortunate aspects of the stabilization program, be- 
ause it would appear to me that it has done more to destabilize the 
tabilization program than stabilize it. Under the circumstances we can 
90k forward, with or without joy, to a pattern of wage settlements 
hroughout industry which is patterned after the steel strike settlement. 

In so far as there are such cost pushes, we do have inflationary pres- 
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sures. An escalator clause for wages will tend to increase wage rates as 
the Consumers’ Price Index increases. As industrial prices go up, parity 
prices for agriculture increase. So that the cost push, while it will not 
lead to the spectacular variety of inflation which we had in the post- 
Korea situation, may lead to price increases of 5 to 10 per cent each year. 

Now, in view of the fact that the defense effort is anticipated to run 
for a substantial period of time, so long as we cannot get the Russians to 
agree with us, it is not inconceivable that in twenty years the price level 
will have more than doubled. 


Mr. Kestnsaum: You are not making that as a prediction, are you? 
Mr. Suapiro: No, I certainly hope not. 
Mr. Mircuetx: You are not acting on that, let us ask you that? 


Me. SHapiro: No, I am not that either. 


Mr. Kestnsaum: But certainly if you are saying that this might hap- 
pen if we do not change our direction, I suppose that it could happen, 
although I would hope that if it does continue for twenty years, we 
would have learned something in the course of twenty years which 
would have enabled us to do a little better. 


Mr. Suapiro: One of the problems which faces us at the present 
time, it seems to me, in trying to predict what the outcome of the price 
level will be, is the presence of high levels of employment and a floor 


under demand which is represented by the government’s demand for 
goods and services. 


Mr. Mircueit: The government’s spending pattern and the taxing 
pattern have got a very pronounced seasonal movement. In the fall of 
the year the government spends more than it takes in; and in the spring 
it takes in more than it spends, so usually in recent years since we have 
had the Mills Plan for corporate income-tax payments we have had this 
situation in which the economy gets a boost from government spending 
in the fall, and it gets what I suppose we might say a sort of “a kick in 
the pants” in the spring when a surplus develops. 

In the fall in which we are now it looks like the deficit brought about 
by government spending might run in the neighborhood of seven bil- 
lion dollars; and that is a fairly important stimulus in these months in 
which we are right now. And this will be only partially offset by some 
purchase by corporations of tax-anticipation notes. 


Mr. Kestngaum: Let me add one item there which needs to be taken 
into account. A great deal depends upon the way in which the con- 
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umer acts during this forthcoming period. If he really believes that 
here is going to be wild inflation, he will act accordingly. But I would 
ike to offer some evidence that he does not think so. The consumer 
pending has been rather cautious. People have bought wisely. They 
nave been very careful about the prices which they have paid. And we 
nave found in business that people respond to attractive prices, and 
hey do not respond so well when prices get high. Also I want to point 
nut that there has been a great increase in consumer savings, not quite 
as much as the figures would indicate because some of this has been the 
‘epayment of debt, which actually does not act as a reservoir for con- 
sumer spending; but the whole attitude of the consumer and of the 
Yusinessman toward inventories, for example, is healthy. It does not 
suggest any runaway situation. 

And then, also, business is now under great pressure to build up capi- 
-al for its future requirements, and I think that we are going to see a 
rather careful procedure on the part of business with respect to the 
aandling of inventories, with respect to capital formation—attitudes 
which will be rather different from what we experienced during the 
sarlier period of this movement. 


Mr. Suapiro: What you are saying, in effect, is that excess demand 
Joes not appear to be as high, relative to our existing productive capac- 
ity, as was true, for example, immediately after the outbreak of hostili- 
ties in Korea? 


Mr. Kestnzaum: Yes; and also that our productive capacity has in- 
creased appreciably since then. 


Mr. Suapiro: One of the things which does disturb me, however, is 
that excess demand can increase again if we pursue a monetary policy 
the likes of which we pursued in the period immediately after the out- 
preak of hostilities in Korea. Whether the Federal Reserve System has 
-ffective control over the money supply seems to me to be an important 
question in this context. Mitchell, you deal directly with these problems 
-yery day. Would you care to express yourself on this matter? 


Mr. Mrrcuet: I think that the monetary authorities have a better 
-ontrol of the monetary situation than they had prior to the accord with 
he Treasury. In the current situation I suppose that it is proper to say 
hat they are essentially pursuing a neutral position. The money market 
s tight, and what we look forward to in the fall is an expansion in 
yank loans, which has a typical seasonal movement. But, just at the mo- 
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ment, there seems to be nothing which would indicate that this season- 
al movement will be much different or abnormally high or low. 

I would like to get back to this question of consumer saving for just 
a moment and say that there is some evidence that consumers who 
were saving at pretty high levels in the spring of this year look like they 
might be turning around and spending at a somewhat more liberal clip. 
And this may account for some of the business optimism. It no doubt 
does. But one of the tangible bits of evidence which we have got is 
what has happened to instalment loans since the regulation and the 
curbs on instalment selling were removed by congressional action last 
May. We have had an addition to the total of the consumer instalment 
credit of 400 million dollars each month since that time. This is a very 
substantial boost to the spending possible by consumers. 


Mr. Staprro: It would seem to me perhaps that the comment which 
I want to make here may be the jaundiced view of an academic person 
who suffers most from inflation, but I do want to point out that intel- 
lectually we have developed tools of analysis by which we could con- 
trol inflation. I hope that I do not appear too cynical when I say that I 
do not believe that we really want to prevent inflation in this country. 
In the first place, the trade-union leaders are able to hedge against price 
increases. It is hard to believe that the businessman does not enjoy the 
spurt in prices and profits associated with inflation. Clearly the Admin- 
istration in power finds it desirable, since the high level of business 
activity and prices is usually a guarantee to keep the party in power in 
power at the next election. 


Mr. Kestnsaum: I would like on behalf of the businessmen just to 
say that experience has taught businessmen that prices which go up 
rapidly also come down; and I am confident that if we could get the 
vote of the business fraternity of the country, they would say, “We’d 
rather have a reasonably stable price level than one that is regarded as 
highly inflationary.” 

Mr. Suaprro: I expect that the trade-union leader would use the same 
argument. I think that the real issue is not sharp increases in price 
which will lead to decreases. I suspect that the statement does not apply 
to the business community when it pertains to a slow but creeping vari- 
ety of inflation, which is apparently what we envisage in the next few 
months in this particular country. 

One of the problems which arose after Korea was the difficulty of 
controlling the supply of money in this country; and it seems to me 
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that the post-Korean situation was a classic illustration of a monetary 
inflation in this country. Mitchell, do you think that the same kind of 
development can take place in this country at the present time? 


Mr. Mircuexi: It does not seem likely, because, as I mentioned 
earlier, the Federal Reserve System is not in the position where it has 
to create bank reserves by virtue of its purchase policy on government 
securities; but these monetary controls are extremely delicate ones, and 
there is a great deal of difference of opinion, I think, even among the 
professional economists who teach at universities, as to what the system 
might have done, or probably should have done, had it not been for the 
established policy with respect to government securities. 

Everyone knows that right after Korea individuals bought in two 
great surges. They bought tremendous amounts of goods. And they did 
this by using cash resources and using some instalment credit. These 
things are more or less removed from control, or direct control of the 
monetary authorities, but what is less known is that businessmen 
bought tremendous quantities of materials and goods and laid in great 
inventories to meet this tremendous demand. And those buying were 
really financed on the whole by bank loans and bank loans that could 
only have occurred if the monetary authorities supplied the reserves. 
Was this a desirable thing? In retrospect we know some of the conse- 
quences are bad; but perhaps consequences of a restrictive monetary 
policy would have been equally bad. So, it is not an open-and-shut case; 
it is not an easy case to dispose of as a matter of policy if you have the 
responsibility for doing a job. 


Mr. KestnzaumM: Would you not agree that if there had been greater 
confidence in the business community as to our ability to hold prices 
down, the whole series of actions which you have described would have 
been very much more intelligent? 


Mr. Mitcuett: I think so, yes. 


Mr. SHapiro: What Mitchell’s response suggests is that there has 
been a substantial shift in public opinion in this country. Prior to 1929, 
the great bugaboo was inflation, and we took every kind of step to pre- 
vent inflation. Since that period, the great bugaboo is deflation. Under 
the circumstances we are afraid to take any action which might lead to 
deflation. If we use this as an argument, it seems to me that all one can 
predict on the basis of political action is a creeping inflation in the 
United States. 
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Mr. Kestnsaum: This seems to be a logical prognosis here, provided 
we allow these forces to work themselves out. Of course, you might 
have asked the question: What can we do specifically to prevent any 
extreme inflation? Of course, there are some things which can be 
done. My own view is that they deal very largely with the monetary 
controls about which Mitchell has talked. Some people are for price 
controls and direct wage controls. We have had some experience, and 
we find that they did not work too well and that they deal only with 
the symptoms and not with the real causes of inflation. And I would 
be hopeful that we could get along with a minimum of controls. 


Mr. Suapiro: We ought to recognize that one of the difficulties in the 
postwar years was the controls which existed in the second World 
War. They built up a backlog of demand which was difficult to control 
by the monetary authorities, as well as by tax devices; and under the 
circumstances in dealing with the present defense effort we not only 
have to concern ourselves with price stability or relative price stability 
during the present program, but we have to worry about what will 
happen to this country after the defense effort is ended. 

I would like by way of summary to suggest that it is the consensus of 
this group that price increases will continue for some time and that they 
will apparently stem mainly from increases on the cost side. 


Mr. Mircuett: And they are going to be the type which are not 
amenable to easy control. The changes are going to be small, and large 
issues of policy cannot be raised upon control measures of that sort. 


Mr. Kestnsaum: No; but there is a great deal that we can do. I think 
that our Defense Department in this matter has been rather intelligent. 
They are trying to stretch out this defense program so as to level off, 
so as to reduce the immediate impact of this defense demand; and also 
to provide a basis for a higher level later on. Although it introduces 
many difficulties, this is in the right direction. 


Mr. Suapiro: The trouble with stretching out the defense program 
is that the military are in the position of having to fight against an ad- 
versary which is not technically an adversary, and we do not know 
exactly where the next outbreak is going to take place. Under the cir- 


cumstances, it is not easy to use the military demand to keep the econ- 
omy stable in the adjustment period. 


INFLATION AND THE AMERICAN ECONOMY 


Selected Statements from the Hearings of the Joint 
Committee on the Economic Report, U.S. Congress, 
January-February, 1952* 


* 


1. STATEMENT BY J. KENNETH GALBRAITH 
Professor of Economics, Harvard University 


ONE of the topics listed for discussion concerns the effect of the 
mobilization and stabilization efforts on the structure of American 
business. This is an important question. So is the obverse—the effect 
of the structure of American enterprise on stabilization and on mo- 
bilization. It happens that in the last year or two I have been worrying 
a good deal about this latter question. Indeed, were it not that I 
might be accused of using a congressional hearing for commercial 
purposes, I would confess that I am about to publish a book (American 
Capitalism: The Concept of Countervailing Power) on the subject. 
I am going to suggest one or two of my conclusions this morning. 

Within the last 15 years there has been a great deal of debate over 
the extent of concentration—what may roughly be called the dom- 
inance of big business—in the American economy and whether this 
concentration is increasing and whether it is serious. What is not 
open to debate is that large business units and also unions speaking 
for large numbers of workers are very important in the economy— 
that extensively in the capital goods area, less so in the consumers 
goods field and least of all in agriculture the critical decisions on 
prices and on wage levels are taken by a relatively small number of 
firms or are made in a relatively small number of collective bargaining 
sessions. 

When the economy is not under strain this process of rather con- 
centrated decision-making, as it may be called, does not work per- 
fectly—few things in economics do. But it works and by the test 
results it has worked pretty well. I do not attribute great importance 

* The statements here reprinted are from a series of statements by leading economists 


which were made at the Committee’s Hearings on the economic status and economic 
prospects of this country for the next two years. 
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to competition in regulating this process—old-fashioned competition 
by which prices are kept down by the threat of what a competitor 
will do—although I do not deny that competition plays a role. Rather 
I am inclined to stress the tendency of any group, which is endangered 
by the economic power of any other group, to develop the strength— 
sometimes with the aid of government—to look after itself. When 
workers found themselves at a disadvantage in selling their labor 
vis-a-vis the large corporations they organized and got power to 
protect themselves. Farmers have done something of the same sort. 
The large retail organizations represent a development of power 
designed to exploit the consumer’s interest in low prices. So it goes 
through the economy. This tendency—the tendency for economic 
power to beget what I have termed “countervailing power”—I regard 
as the great stabilizing force in the economy. It is the power which 
enables the buyer (or on occasion the seller) to oppose his own strength 
to that of any powerful figure on the other side of the market. 

Unhappily this is not a process that works equally well at all times 
and places. Specifically it does not work at all when the economy 
is under inflationary tensions. Then, with the strong demand and 
the relative shortage of goods and labor, bargaining power throughout 
the economy shifts to one side—to the side of the seller. The buyer, 
whether he be a buyer of labor, of merchandise, or a plain consumer 
at retail, loses much or all of his strength. When the economy is 
under pressure, in other words, there is no effective exercise of 
countervailing power—all increases in prices and costs are passed 
through to the ultimate consumer with a minimum of resistance. 

I draw one obvious conclusion from this and it is not a pleasant 
one. So long as the American economy remains under pressure— 
so long as civilian and military demand are strong and there is pres- 
sure to get all possible production out of our plant and labor force— 
the normal, self-regulating machinery of the economy will be at 
least partially inoperative. There will be a strong tendency toward 
inflation. I foresee the probability of such pressure on the economy 
for some time to come. We could siphon it off by heavy taxes and a 
strong monetary policy-—but these would have to be strong enough 
to introduce some slack into the system. They would have to be 
strong enough to introduce some slack into the labor market to make 
steel and other heavy industrial goods hard to sell, to do the same 
(though here it would be less difficult) in consumer’s goods markets. 
But all of this runs somewhat against efforts to increase and maximize 
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production. We want to use labor supply and plant capacity to the maxi- 
mum. We can’t have it both ways. 

Under these circumstances the only answer is to retain minimum 
effective control over prices and wages for as long as the economy 
is under pressure. I have had some experience with these controls; 
I have better reasons than most people for disliking them. The political 
pressures they generate are in some respects more insidious and 
objectionable than their economic consequences. Yet it is my judgment 
that they are for the immediate future. I would feel happier were 
the legislative authorization stronger than at present. It would not be 
safe and conservative policy to weaken it further. 


ll. STATEMENT BY EDWARD S. MASON 


Professor of Economics, Harvard University 


I WOULD like to address myself to the question: Do we have the 
human and material resources to support and maintain over the long 
run an armed force of the size contemplated? 

I would like to say a few words about the raw material aspects 
of that problem, first, and then turn to some observations on the 
broader problem that I think is involved. 

The first point I would like to make is that in an economy in 
which you have an allocation of resources to armament production, 
say, of the order of 15 to 20 percent of the gross national product, 
the over-all material requirements are not necessarily very much 
larger than they are for the same economy operating at full employ- 
ment on civilian production. 

During World War II, of course, we had a tremendous increase 
in our material requirements, but that was largely because we were 
proceeding from a volume of unemployment of 10 or 12 million 
to full employment during the war. 

If you have already got a full employment economy and it shifts 
toward the military production, once that level of military produc- 
tion has been attained, the over-all material requirements are not very 
much larger than that same economy would show at full employment. 

Why then are we running into such a serious materials problem 
now? Those shortages, I would say, are not so much the result 
of the level of armament production to which we are proceeding 
as they are of the rate of build-up of armament production. 
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Now, that build-up imposes excessive materials requirements for 
mainly these reasons: First, because to move into the armament 
production you have a rapid shift in the mix of materials require- 
ments. The materials you require, the specific materials, are not 
required in quite the same proportions as they were before. So you 
have certain specific shortages, which, however, can be overcome 
through an adjustment of supply in a relatively short period of time. 

Secondly, you have this difficulty because during the period of 
build-up you have a disproportionately large input of materials per 
unit of output because you have got to build up facilities, and you 
have got to build up pipelines, and so on. 

Now, these considerations lead me to the conclusion that the 
serious problem of material shortages is going to be of relatively 
short duration, and it may be that a year or 18 months from now, 
despite the fact that we are operating at a fairly high level of 
armament, we will not encounter very serious material shortages. 

I think that the basic reason why an armament economy does not 
consume over all much more materials than a civilian economy at 
a similar level of employment are these: In the first place, although 
you have a change in the percentage of labor force employed in 
manufacture, which is a highly material consuming part of the 
economy, you have, at the same time, an increase in the degree of 
fabrication of those raw materials, so that in the armament field 
your input of materials per dollar of output tends to be smaller 
than it is in manufacturing, in general. These things have a tendency 
to counterbalance each other, so again I am saying that the over- 
all material requirements of an economy which is devoting 15 to 
20 percent of its output to military production are not much larger 
than the civilian economy. But that does not mean at all, in my 
opinion, that in the long run we will not have a materials problem. 

You are going to have a materials problem because of the very 
rapid rate of growth of American output, whether it is used for 
military or civilian purposes. 

If you look at the figures you will see that as far as minerals 
are concerned, in 1950 we consumed four times as many minerals 
as we did in the year 1900. There is a fourfold increase within a 
50-year period, and if you include petroleum in mineral products 
there was a fivefold increase. 

Well, now, if gross national product increases at roughly the rate 
of 3 percent a year, you are going to have a doubling of these 
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material requirements within the next 25 years, so that by the 
middle of the 1970’s you are going to have for the United States 
economy raw material requirements that are 10 times what they 
were in 1900; 8 times what they were if you exclude oil from the 
picture. So it is that very rapid rate of growth that is going to 
give rise to serious materials problems, and not the fact that we 
may have indefinitely to look forward to a 15 to 20 percent of 
our gross national product devoted to military production. 

I will, if you want me to a little late, go into this long-run materials 
question but in these introductory remarks I would now like to 
turn to the broader problem. I think if you look at this second 
question you probably would come to the conclusion that it ought 
to be reinterpreted in some such way as this. 

The question that should be asked is probably this: Will an 
armament program of the size that is contemplated check the rate 
of economic growth we are all looking forward to? 

Certainly the fact that 15 to 20 percent of the gross national product 
may indefinitely have to be devoted to military production could 
check the rate of economic growth. 

It could check it if it results in a smaller percentage of gross 
national product going into investment than we have hitherto seen; 
it could check it if, in order to get the volume of investment that 
we have seen in the past, you move into an inflationary situation, 
an inflationary situation that leads to political and social disturbances 
that check production; and, thirdly, it could check this rate of 
growth if in the attempt to avoid inflation, while still securing 
this volume of military expenditures, the combination of taxes and 
controls seriously handicap production incentives. 

Now, as I say, the armament program could check the rate of eco- 
nomic growth, but I see no reason myself why it needs to check the rate 
of economic growth. If you look at investment you will see that over 
the last few decades in the American economy gross investment has 
been roughly 20 percent of the gross national product, and net 
investment has been roughly 10 to 12 percent of net national product. 

Furthermore, if you consider how investment is defined in de- 
termining the statistical estimates, you will see that investment includes 
the whole range of construction expenditures, including for roads, 
housing, race tracks, casinos, and everything else. 

If you eliminate that part of investment that probably does not 
have anything to do with the rate of increase in productivity, and 
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you probably would come down to a net investment of not more than 
6 or 7 percent of net national product; a net investment that is really 
reproductive investment, investment in plant and equipment, and 
things that really affect the productivity of the economy. 

Certainly, on the face of it there is no reason why an armament 
expenditure of the sort we are contemplating should prevent that 
rate of net investment in the economy. 

Nevertheless, of course, you might not get that rate of net in- 
vestment except under inflationary conditions, if you followed a 
wrong tax policy or followed a wrong stabilization policy, in general. 

If you did follow those policies and got into an inflationary 
situation, certainly the possibility rises of social and political dis- 
turbances that would really check the rate of growth of the economy. 


Ill. STATEMENT BY MILTON FRIEDMAN 
Professor of Economics, University of Chicago 


I SHALL direct my comments primarily to the role of fiscal policy in 
preventing inflation. It may help you to judge my detailed comments on 
this subject if I preface them with a brief statement of my general posi- 
tion on the control of inflation. 

In my view, fiscal policy and general monetary policy are the only 
appropriate and desirable instruments for controlling inflation. I would 
assign no role at all to direct controls over prices, wages, specific uses 
of credit, or other features of the economy. 

I think that is broad enough and dogmatic enough to start with. 

On the fiscal side, our tax record since the end of World War II, 
and particularly during the current rearmament period, is extraordi- 
narily good. Except only during the mild recession of 1949, Govern- 
ment cash receipts from the public have consistently exceeded pay- 
ments to the public, and in several years by substantial amounts. 
Even in the present fiscal year, despite expenditures about one and 
three-quarters times those of fiscal 1950, the expectation is that cash 
receipts will approximately equal cash payments. I doubt that there 
is any other period in our history in which so large and rapid an 
increase in expenditures was matched step by step by an increase in 
tax receipts. This achievement reflects great credit on the Congress 
and the public. 


This excellent record is largely explained by the development among 
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‘the public at large of a belief that a pay-as-we-go policy prevents 
- inflation. 

We have had pay-as-we-got, yet we seem to have had inflation, 
too. Indeed, some of the most rapid price rises-occurred when the 
Federal Government was running its largest surpluses. 

Does this mean that we have been wrong in regarding taxation as 
a check to inflation? I think not. We have not been wrong; we 
have been incomplete. In the process of learning a new truth we have 
forgotten or neglected an older one. Putting more coal on the furnace 
‘will tend to raise the temperature in the house, but it may not succeed 
if at the same time all the windows are left open. 

We have been tending the furnace of fiscal policy admirably, but 
we have at the same time been leaving the windows of monetary 
‘policy wide open. In consequence, a large part of our tax effort has 
been wasted simply in offsetting an inflationary monetary policy. 
Only in the past year has there been a reasonably adequate monetary 
policy, partly because of a change in policy, partly because fortuitous 
events eased the task of monetary policy for the time being. And 
it is no accident that this shift in monetary policy coincides with 
‘reasonable price stability, despite a substantially larger increase in 
Government expenditures than in Government receipts, and so in- 
‘creased inflationary pressure from this source. 

Fiscal policy cannot be considered by itself. It must be considered 
jointly with monetary policy. 

As we have seen in recent years, more than one level of taxation is 
‘consistent with no inflation. A surplus and an easy money policy, or 
a deficit and a tight money policy, may have the same combined effect 
in preventing inflation. Which combination is best depends on factors. 
other than inflation; in particular on the equity of diverting resources 
‘to the Government by means of high interest rates or by taxation and 
on the longer run problems involved in the two methods. 

My own judgment is that at presently expected levels of expenditures 
‘we should aim for a roughly balanced cash budget; that we should 
do so equally for moderately higher levels of expenditures expected 
to be maintained more or less indefinitely, but that we should borrow 
to finance any temporary “hump” in expenditures as well as part of 
any level substantially above those now in prospect. Most important 
of all, whatever the level of taxation, we should insist that monetary 
policy be conducted with a view solely to the prevention of inflation. 

What does this mean for immediate policy? 
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I believe that we cannot yet say with any definiteness whether any 
additional taxes should be imposed, or how much. It is still uncertain 


what the picture will be for this fiscal year. The Treasury estimates 


a slight cash deficit; others a slight cash surplus. 5 

My guess, and it is an off-the-cuff guess, is that we will have a — 
roughly balanced cash budget fiscal 1952. The Treasury estimate is 
a $4 billion cash deficit. : 


More important, even without additional legislation, tax receipts — y 
will rise in response to the full year effect of the new taxes imposed —~ 


last year. If Federal expenditures could be kept from rising by any 


more than this amount, there would be no justification for additional 


taxes. 1 am no expert on expenditures, but I find it hard to believe 
that, given the will, Federal expenditures could not be kept to that — 
level, while yet providing ample funds for the growth of our armed 
strength, the objective that is at the moment primary and with 
which I strongly agree. 

I am therefore inclined to urge a wait and see attitude, linked to 
the rule and determination of providing whatever additional taxes 
are required to pay for additional expenditures, and matched by a 


resolve not to let extraordinary tax. efforts again be dissipated by 


inadequate monetary policy. 

This means that monetary policy should bear the immediate brunt 
of any sudden changes in circumstances or sudden emergence of 
inflationary pressure. It clearly can do so. The monetary authorities 
have ample power under existing laws to offset readily inflationary 
pressure from deficits of any size that now seem at all likely. An 
adequate monetary policy for this purpose should rely predominantly 
on control of member bank reserves through open market operations, 
buttressed by appropriate rediscount policies. Such open market 
operations should be conducted solely in the light of their effect on the 
stock of money and on prices. The price of Government bonds and the 
rate of interest should be allowed to vary to whatever extent is 
required for the far more important objective of preventing inflation. 


